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NEW ZEALAND: KEY ECONOMIC INDICATORS 


Al e's Dl 
Year Ended 31 March (Year) (Year) (Change) (Est. Year) 
1982 1983 % (1) 1984 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices ($m) 28832 32165 11.5 35515 
GDP at constant (year) prices ($m) 1453 1453 0 1438 
Per Capita GDP, Current prices~($) 9068 10045 11 11000 
Plant & Equipment Investment 4($m) 1875 2090 11. 2060 
Private Income (Disposable) °($m) 21214 23845 ; 26065 
Indices: 

Average labor productivity © 1113 1113 1106 
Average industrial wage ($per week)/ 256.2 286 ; 309 
Labor Force (at 31 March) (000) 1368 1391 ‘ 1414 
Average Registered unemployed (000)9 48.6 55.9 81 


MONEY AND PRICES 


Money Supply (M1)(at 31 March ($m) 2878 3165 3640 
Commercial Bank Overdraft 
Interest Rate 10 13.50 13.50 13.50 
Indices: 
Producers' Price Index4!: Inputs 1883 2135 13. 2350 
:Outputs 1774 1995 12. 2195 
Real Retail Sales!2 8176 8055 ok: 7975 
Consumer Price Index 13 1135 1311 15. 1469 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves!4($m 760 1050 38 1000 
Current Account -BOP concept 15( $m -1583 -2005 -1365 
Balance on Trade-BOP 15( $m) +44 -130 +500 
Exports (FOB) ($m) 6595 7360 11.5 8495 
U.S. Share (%) 145 12.5 12 12 
Imports (CIF) ($m) 7100 8000 12.5 8480 
U.S. Share per cent 15 16 18.5 17 15 


All data represent the average for the particular March year unless other- 
wise specified. See explanatory notes. Money values in this table are in 
New Zealand $Millions, except where noted. 


Average Exchange Rate for Year ended 31 March: 
1981 $NZ 1.00 = $US 0.9767 
1982 $NZ 1.00 = $US 0.8451 
1983 $NZ 1.00 = $US 0.7258 





EXPLANATORY NOTES: 


The percentage change estimate in Column Cl has been rounded to the 
nearest .5 percent, as this is the convention applied in Quarterly 
Predictions from which most of the estimates are derived. . 


1965/66 = 1000 
Department of Statistics’ projections of population. 
Private Sector only, includes private major project expenditure. 


National private disposable income includes wage and salary 
payments, private operating surplus and government transfers. 
Average wage and salary disposable income is forecast to rise 11.5 
per cent in 1982/83 and 11 per cent in 1983/84. 


1965/66 = 1000. Index derived by dividing real GDP by total 
emp loyed. 


This is the average over four quarters of the Average Total Weekly 
earnings for all sectors. 


These estimates are based on the provisional labor force estimate 
from the 1981 Census of 1,347,500. The labor force includes all 
those employed for 20 hours or more a week plus an estimate of 
"census unemployed". 


Average over the 12 months. Note this measure is different from 
that of unemployed as reported in the Census. The "Census 
Unemployed" total is estimated to be approximately one third 
greater than the registered unemployed total. 


This is a weighted average for all overdrafts. Source: Reserve 
Bank Bulletin. 


Base December quarter 1977 = 1000. This Series was formerly called 
the General Price Index. It is expected that lower import prices 


will moderate movements in the general price index more than in the 
CPI. 


$million at December quarter 1980 prices. 


December quarter 1980 = 1000. 
New Zealand's Official Overseas Reserves. Source: Reserve Bank. 


The exchange rate is assumed fixed in nominal terms throughout 
1983/84. 


Imports from the US were boosted in 1981/82 and 1982/83 because of 
the importation of three Boeing 747 aircraft in the first and two 
in the second year. 





SUMMARY 


New Zealand has experienced a sharp economic downturn since mid-1982. The 
economy is expected to continue to contract throughout 1983, as real 
disposable income and private consumption continue to fall. The 
agricultural sector has been hard hit by escalating costs, drought, and low 
prices, but some relief from increasing export demand is anticipated. With 
government policy focused on fighting inflation, wage/price controls are 
likely to be continued in some form and monetary policy will remain tight. 
The government budget deficit will continue to widen, but the balance of 
payments should show some improvement. Unemployment may rise further, and 
in any event the employment situation is not expected to improve before 
1984. While Closer Economic Relations with Australia and the major projects 
hold out the prospect of a brighter economic future, the short-term outlook 
is for continued economic stagnation. Opportunities for U.S. exporters will 
therefore probably diminish somewhat, but nevertheless remain fairly good 
because of the import-intensive nature of major project expenditure peaking 
in 1983/84. 


PART A: CURRENT ECONOMIC SITUATION AND TRENDS 
RECENT ECONOMIC PERFORMANCE 


New Zealand's economic situation has worsened significantly since last 
year's Economic Trends Report. The level of business activity peaked in the 
second quarter of 1982, when the effects of the worldwide recession began to 
hit New Zealand. The proximate cause of the downturn was a deterioration in 
the balance of payments, but it is now clear that major contributing causes 
were the expansionary fiscal policy and accommodating monetary stance of the 
government in 1981 (an election year). These policies and strong growth in 
investment led to a real growth rate of 4% in the 1982 New Zealand fiscal 
year (NZFY) ending in March, but at the cost of high (16%) inflation. Due 
to a surge in demand for imports and weakening export prices, there was also 
a large increase in the external deficit. Sustaining four percent growth 
became impossible when the government began to tighten monetary and fiscal 
policy after the election. In June of 1982, the government introduced a one 
year wage-price freeze. This move coincided with the full effect of the 
international recession beginning to be felt in New Zealand. Consequently 
economic activity--consumption and private investment--fell off with 
unexpected speed and severity. The GDP contracted sharply, and real GDP 
growth for NZFY 83 was zero. 


The 1981/82 deterioration in the balance of payments continued in 1982/83, 
with a fall in the trade surplus and an increase in the large net payment on 
services. The current account deficit doubled. In order to adjust to the 
rising external imbalance, the government increasingly resorted to foreign 
borrowing. With high international interest rates prevailing, New Zealand's 
interest payments, both official and market sector, climbed rapidly. 
Official debt interest rose 50% in 1982, and itself became a significant 
contributory factor in the rising deficit. 
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SITUATION AND OUTLOOK FOR THE AGRICULTURAL SECTOR 


Agriculture in New Zealand is in a depressed state and the situation is 
unlikely to improve until the present world recession lifts. In the short 
term the outlook is bleak. Principal causes of concern include: rising 
inflation and the inability of farmers to pass on increased costs because of 
depressed prices on international markets; international surpluses which, 
with subsidy assistance, are likely to be disposed of in traditional New 
Zealand markets; quotas on imports into major overseas markets which have 
caused a buildup of surpluses of wool, dairy products and meat; the rapidly 
escalating cost of Government assistance to farmers; farm retrenchment on 
ancillary services, e.g. fertilizer usage, machinery purchases, goods and 
other services, which has begun to affect productive capacity. 


In recognition of the need to keep farming viable, the New Zealand 
Government has injected some NZ$350 million into farming by way of SMPs 
(Supplementary Minimum Payments). This has been for meat and wool -- the 
dairy industry receipts being in excess of SMP levels. In spite of this 
assistance farm incomes for 1981/82 were some 11% down on the previous year 
and a further drop of 16% is expected for 1982/83. 


Farmers face serious cash flow and debt problems. Current account 
indebtedness to Banks and Stock firms has increased by 9% over the previous 
year. The result has been a deferment by farmers of expenditure on capital 
improvements, land development, repairs and maintenance and more seriously a 
reduction in fertilizer usage. Although there is ample scope for increased 
production, farmers are tending to consolidate and very little increase in 
production can be expected in 1983. 


THE BUSINESS/INVESTMENT CLIMATE 


A widespread pessimism has pervaded the manufacturing, building, and 
services sectors of the New Zealand economy since mid-1982. Growth and 
profitability has been declining; the monetary sector is perceived as 
constraining business activity; international markets have been anything but 
buoyant, and plagued with marketing problems. Retail stocks have been very 
high, especially for cars and consumer durables. 


By March, however, some more positive signs were visible: the New Zealand 
stock market was on a bull run; wool prices were up; a devalued dollar 
promised to enhance export competitiveness; the agriculture and 
manufacturing sectors were generally responding favorably to the advent of 
Closer Economic Relations (a new free trade arrangement) with Australia; the 
long-awaited recovery in the United States appeared to be under way at 
last. Most of the government's big energy-based projects were expected to 
go ahead, with the increase in government investment more than compensating 
for any falloff in private investment.The general expectation was still, 
however, for a fairly flat economic performance, with a low level of growth 
in consumer demand throughout 1983. 
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MIGRATION, EMPLOYMENT, UNEMPLOYMENT, AND INDUSTRIAL RELATIONS 


Provisional migration figures for 1982 show, for the first time in a number 
of years, a net migration gain for New Zealand. As a result of appreciably 
lower emigration, leat eat tan the economic downturn in Australia) immigrants 
exceeded emigrants by 9,965. This compared with a net loss of 6,240 in 1981. 


Total employment in New Zealand peaked in June 1982. Since then, total 
unemployment (the registered unemployed plus those on state subsidized work 
programs) has continued to rise. In February 1983, total unemployment was 
109,000, roughly eight percent of the workforce. Because of the continued 
net migration gain and depressed economic activity, the unemployment 
situation is not expected to improve before 1984. Despite the increase in 
unemployment, there are shortages in a number of skilled worker categories. 
This is the result of several large-scale construction projects taking place 
simultaneously. 


Industrial relations were relatively quiet in 1982, with the unions 
basically accepting though not liking the wage/prize freeze introduced in 
June. The extension of controls beyond June of 1983 could however 
precipitate greater industrial unrest. Should a fairly high level of 
inflation continue, as seems likely, union organizations will remain under 
pressure to win catch-up increases for their memberships. Tripartite 
(government/union/employer) talks got under way in February 1983, with 
unions warning of national industrial action if a satisfactory wage increase 
did not eventuate. 


GOVERNMENT POLICIES 


The Wage-Price Freeze: As noted above, in June 1982 the New Zealand 
government instituted a twelve month wage and price freeze aimed at reducing 
New Zealand's inflation rate. The freeze is comprehensive in that it covers 
wages, prices, rents, interest rates, and foreign exchange rates. Increased 
import costs, government fees and services, and wages on certain major 
projects, have however been exempt from the freeze -- thus limiting its 
impact somewhat. The freeze is the centerpiece of the government's 
short-term economic strategy. It has been held to firmly in an attempt to 
break New Zealand's chronic high inflation rate, and _ inflationary 
psychology. Although the full impact of the freeze has yet to be seen in 
official statistics, it appears to have worked fairly well. Wage increases 
have been nominal, and the CPI rate of growth has fallen sharply. Inflation 
may have fallen anyway, of course, in response to the worldwide recession, 
but the government is unlikely to forfeit these gains by completely removing 
the controls when they expire in June, 1983. After talking with unions and 
employers, it is expected to extend the controls in some form. Because of 
the difficulty in predicting price trends until this situation is clarified, 
inflation estimates beyond mid-1983 range widely. Something in the 
neighborhood of ten percent seems likely for the balance of 1983 and 1984. 
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The freeze has imposed considerable costs on the economy by constraining 
needed shifts in relative prices. The interest rate freeze, for example, 
has discouraged savings; the exchange rate freeze has harmed exports by 
contributing to an overvalued dollar -- the March 1983 devaluation 
notwithstanding. 


Monetary and Fiscal Policy: Public expenditure in New Zealand moves in a 

airly regular cycle of retrenchment and expansion. 1981/82, an election 
year, was one of expansion: the government deficit rose to around $1.9 
billion ($1.5 billion in 1980/81). The fiscal year ending in March 1983 was 
one of some fiscal stringency, with government striving for a three percent 
real cut in current expenditures. This exercise met with only limited 
success, and the fiscal deficit rose nevertheless by sixteen percent to $2.2 
billion. The budget outlook for NZFY 83/84 is grim,-with the deficit 
expected to soar to over $3 billion unless additional revenue measures such 
as higher indirect taxes are introduced. The budget is difficult to control 
because of the high percentage of welfare and social service expenditures, 
many of which are indexed. Support payments to the agricultural sector and 


the increasing cost of debt servicing are also important contributors to the 
growing budget deficit. 


For most of 1982, credit was tight. Partly as a result of the October 1982 
tax cuts, partly due to major project spending, this situation eased 
substantially in early 1983, and the rate of money supply increase was again 
growing. Demand for loans was weak, but the situation was expected to 
change later in 1983. The Reserve Bank can be expected to continue to bear 
the brunt of implementing anti-inflationary policy--probably through 
continued interest rate controls. In addition, the government in March 
offered extremely attractive new interest rates to the public on government 
bonds. 


Exchange Rate Policy: For the three years prior to June 1982, New Zealand 
used a crawling peg exchange rate system, in which the exchange rate broadly 
moved with relative inflation rates against the currencies of its main 
trading partners. From mid-1982 until March 1983, the exchange rate was 
held constant as part of the wage-price freeze. Following suit with 
Australia, New Zealand in March 1983 devalued its dollar by an average of 
six percent against other currencies (by eight percent against the U.S. 
dollar). Some observers feel that the New Zealand dollar is still 
overvalued, and that either a return to the crawling peg system, or another 
devaluation, or both are possible in 1983 or 1984. 


Trade Policy: New Zealand continues to pursue a very gradualist policy of 
trade liberalization. Key aspects of the policy are reducing import 


barriers; reviewing export incentives; and Closer Economic Relations with 
Australia. 
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The government since 1979 has been pursuing a more flexible administration 
of import licensing. An import license tendering scheme has been expanded. 
As a result of studies by the Industries Development Commission, licensing 
relating to certain industries is gradually being phased out. Some 
twenty-two percent of total merchandise imports are stil] subject to import 
license, however, and import decisions have yet to be made on licensing 
protection for such key industries as footwear, tires, electronics, and 
motor vehicles. 


Changes in the system of export incentives include termination of the export 
grants and export investment allowance schemes. In order to comply with the 
GATT Subsidies Code, New Zealand has committed itself to bring its remaining 
export incentives into conformity with the Code. 


Australian and New Zealand officials in December, 1982 concluded an 
agreement to enter into a free trade area arrangement. The agreement, known 
as Closer Economic Relations (CER), began operating in January, 1983. Under 
the terms of the agreement, New Zealand will phase out export incentives by 
1987, and import licensing of Australian goods by 1995. Australia similarly 
reduces barriers to New Zealand trade. Despite the slowness with which its 
major provisions take effect, CER is a very significant step forward to open 
up the New Zealand economy. 


ECONOMIC OUTLOOK FOR 1983-84 


The probable continuation of wage-price contro!s in some form throughout 
1983, tight monetary policy and the lack of strong external stimulus make it 
difficult to see real growth of more than one percent this year. Indeed, 
marginally negative growth is probable. The current recession should 
however bottom out in the second half of this year, with a recovery under 
way by early 1984. The strength and timing of the recovery will be largely 
determined by the robustness of the economies of New Zealand's major trading 
partners, particularly that of the United States. On the external account, 
New Zealand's imports are expected to fall somewhat in 1983 as a consequence 
of declining domestic activity and the March 1983 devaluation. The import 
decline will be modest, however, because of peaking major project import 
requirements. Exports should get some boost later this year, because of the 
more favorable exchange rate and the U.S. recovery. Overall, a modest 
improvement in the current account deficit is anticipated. Sizable overseas 
borrowings will however continue to be necessary. 


For 1984, while it is not yet clear what policies will replace the current 
freeze, some relaxation of controls is anticipated. Fiscal stimulus is also 
likely prior to the 1984 election. Given some recovery in the economies of 
the major industrial countries, and continuing lower oil] prices, New Zealand 
can look forward to a resumption of modest real growth (2-3%) in 1984. Any 
more rapid demand growth would soon become unsustainable, in the face of 
short-term balance of payments constraints. 
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PART B: IMPLICATIONS FOR UNITED STATES BUSINESS: 
TRADE OPPORTUNITIES 


In calendar year 1982, the United States moved from third to second place, 
slightly behind Australia, as the number one supplier to the New Zealand 
market. At a time when New Zealand's imports grew by less than two percent 
in U.S. dollar terms, imports from the United States grew by over six 
percent, and totalled over one billion dollars. This comparatively strong 
U.S. trade performance in the New Zealand market at a time of economic 
downturn is in large measure due to increased capital equipment purchases 
for the major projects. For 1983, it seems likely that the U.S. share of 
the New Zealand market will decline somewhat. Factors likely to contribute 
to a decline in the relative U.S. competitive position include the advent of 
Closer Economic Relations (CER) with Australia, and the cumulative impact of 
the recent and previous devaluations of the New Zealand dollar. CER grants 
preferential import licenses for Australian goods, thereby discriminating 
against U.S. and third country sales to New Zealand. While in the long term 
the CER should strengthen the New Zealand economy and thereby provide a more 
attractive market, in the short and medium terms CER will most likely shift 
sourcing of some products from the U.S. to Australia. The continued 
appreciation of the U.S. dollar is also likely to hurt U.S. exporters: since 
June of 1979, the New Zealand dollar has been devalued thirty-seven percent 
against the U.S. dollar. Fortunately, the peaking of major project imports 
this year should keep the absolute level of U.S. sales to New Zealand at a 
fairly healthy level -- probably again around U.S.$1 billion. Some best 
prospects for U.S. exports include computers and peripherals, medical and 
other types of instrumentation, printing and graphic arts equipment, food 
processing machinery, and pulp and paper machinery. 


The United States vies with the United Kingdom as the major purchaser of New 
Zealand products. The cheaper New Zealand dollar and the U.S. economic 
recovery should further boost New Zealand's exports to the United States. 
The United States may therefore remain New Zealand's major two-way trading 
partner in 1983. However the trade surplus in favor of the United States, 
around NZ$400 million in 1982, is expected to narrow substantially. There 
are substantial opportunities for expanding New Zealand exports to the U.S., 


particularly of agricultural and horticultural products in demand during the 
U.S. off-season. 


MAJOR PROJECT OPPORTUNITIES 


Since 1980, the New Zealand government has been committed to an ambitious 
series of major projects designed to develop indigenous resources. The 
approach covers a range of sectors including petrochemicals, 
energy-intensive base metals, and forestry-based projects. Frequently the 
projects involve substantial reliance on large multinational companies, and 
the introduction of comparatively new technology. Many of the major 
projects are now well underway, and procurement decisions have already been 
made. A number, however, still offer opportunities for U.S. firms: 
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Natural Gas Liquids (NGL) Development: The Ministry of Energy has released 


a report on natural gas liquids development in New Zealand. The report 
concludes that the earliest possible on-site construction date for any NGL 
plant is mid 1985. It suggests that the phased development of polyethylene 
followed by fuels (MTBE, Avtur, Syn-diesel and Syn-gasoline) is the 
smoothest order since it would give the best continuity of workforce demand, 
provided the mid-1985 commencement date is achieved. The commercial 
viability of the development options are currently being examined by Gas 
Liquids Investigating Co (GLICO) -- a Shell, BP, Todd consortium. The 
results of this study should be available in June/July this year. 


Development of Opencast Coal Mine, Ohinewai: The Mines Division of The 
Ministry of Energy is currently looking to appoint a consultant to undertake 
a feasibility study for the development of an opencast coal mine at Ohinewai 
in the North Island. Target date for completion of the feasibility study is 
January 1984, with tenders being called by The Ministry of Works and 
Development late in 1984 or early in 1985. Expected output from the mine is 
500,000 tonnes per year. 


McKee 0i]1 Field, Taranaki: Preliminary design work is still underway and is 
unlikely to be completed for another two to three months. Procurement is 
therefore some time off. 


Forest Industry Complex - Eves Valley, Nelson: A feasibility study is 
currently underway into the development and construction of a sawmill 


complex in Eves Valley, 27 km from Nelson in the South Island. The results 
of this study are likely to be known about the middle of this year. If the 
project proceeds, construction is likely to commence towards the end of 1983 


with production following in late 1984 or early 1985. First stage 
development costs will be approximately NZ$30 million. 


The forestry development complex is jointly owned by Shell New Zealand 
Holding Company Limited (50%), H. Baigent and Sons Limited (30%) and the 
‘Todd Group of Companies (20%). The feasibility study is being conducted by 
the Canadian sawmill consulting firm, Carrol Hatch, of Vancouver. The firm 
will be making recommendations on the type of plant and equipment to be 
used, and will be responsible for calling tenders later this year. 


Airways ese oprent Program: A recent Commission of Inquiry investigation 
into the New Zealand airways system has recommended to government the 
adoption of secondary surveillance radar (SSR). The Civil Aviation Division 
of the Ministry of Transport has therefore recently embarked on an extensive 
information-gathering exercise, so that it can evaluate state-of-the-art 
technology and the various types of SSR equipment currently available. It 
is interested in receiving technical details from U.S. manufacturers of 
transmitters and receivers, signal processing equipment and display 
equipment. If the government accepts the commission's proposal, the first 
SSR installation is expected to be in service by 1990. This will be an 
ongoing replacement program, possibly comprising a combination of both 
primary and secondary surveillance radar equipment. 
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Government requirements for professional services in major projects: 

On December 20, 1982, the Government of New Zealand introduced a new policy 
requiring a minimum involvement of 30%, measured in manhour terms, by N.Z. 
professional service organizations on all major projects requiring 
government approval. These new requirements represent a _ considerable 
tightening-up on previous government policy which was merely to ‘encourage’ 
a general involvement of N.Z. professional services in major projects. 
Specifically, the minimum 30% mandatory participation applies to: 
conception, feasibility and planning studies; project management; project 
design and design management; construction management. 


INVESTMENT OPPORTUNITIES 


The New Zealand Government actively encourages foreign investment, 
particularly that which provides import substitution, expands export 
production, and/or creates jobs. The Department of Trade and Industry has 
an Investment Unit to help potential investors. Repatriation and 
remittances of capital are assured. A variety of investment incentives 
exist. Foreign investment is particularly welcome in the tourism, forestry, 
and manufacturing sectors. Foreign investment in the farming and financial 
sectors is restricted. In the energy sector, majority New Zealand 
involvement is required. 


SPECIAL MARKET CONSIDERATIONS 


New Zealand maintains an import licensing system which has been in force 
since 1938. As a general rule, this system restricts and sometimes prevents 
imports of goods when comparable products are being made, or could be made, 


in New Zealand. The Government is moving slowly to liberalize the import 
licensing system but approximately twenty percent of goods imported into New 
Zealand remain subject to import licensing. Under CER, additional licenses 
have been issued for products of Australian origin. Licensing applies 
primarily to a wide range of finished goods including most consumer goods. 
Raw materials, intermediate products, and machinery can usually be imported 
with few restrictions, although on major projects the New Zealand Government 
makes an effort to see that New Zealand equipment is used if available. The 
Government is also increasingly interested in counterpurchase and offset 
arrangements where major sales are involved. 


1984 Visit USA Seminars 


The United States Embassy in New Zealand plans again to sponsor seminars to 
promote tourism to the United States in 1984. The tentative dates are 
February 13 - 17. 


SEER Oe RV 


The Commercial staff at the American Embassy in Wellington and the 
Consulate-General in Auckland can provide further information and assistance 
to American businessmen wishing to participate in this market. 
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